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STATE PLAN UNDER TITLE
XIX OF THE SOCIAL SECURITY ACT 

State -ON 


METHODS AND STANDARDS FOR ESTABLISHING 

PAYMENT RATES FOR INPATIENT HOSPITAL SERVICES 


The State has in place a public process that complies with the 

requirements of Section 1902(a)(13)(A) of the Social Security Act. 
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State washington 


METHODS AND STANDARDS FOR ESTABLISHING 

PAYMENT rates FOR INPATIENT HOSPITAL SERVICES 


A. INTRODUCTION 


The State Of Washington's Department of Social and Health 

Services (DSHS) implemented a Diagnosis Related Groups (DRG)

based reimbursement system for payment of inpatient hospital

services to Medicaid clients in the mid1 9 8 0 ' s .  This system 
as revised through this amendment, is used to reimburse for 
admissions on or after January 1, 2001. Revisions to this 
system are made as necessary through amendments to the State 
plan. 


Thestandardsusedtodeterminepaymentratestakeinto 

account of
the hospitalsserve
situation that a 

disproportionate number of low-income patients with special

needs. The system includes payment methods to hospitals for 

sub-acutecare,suchasskillednursingandintermediate 

care, and payment methods for lower levels of acute care such 

as Long Term Acute Care (LTAC)
, and Level B Inpatient Acute 
Physical Medicine and Rehabilitation (PM&R) care. The rates 
fortheseservicesarelowerthanthoseforstandard 

inpatientacutecare.ThisincludesLevel B PM&Rcare 

provided by skilled nursing facilities acting as B PM&R 

centers. 


Thereimbursementsystememploysthreemajormethodsto 

determine hospital payment rates: DRG cost-based rates; DRG 

contract rates; and rates based
on hospitals' ratio of costs­

to-charges(RCC). TheDRGandRCCpaymentmethodsare 

augmented by trauma care payment methods at stateapproved 

trauma centers. The trauma care enhancement is an increased 

percentage provided to the base Medicaid rate. The amount
of 


care varies upon
trauma enhancement contingent State 

legislative funding for the Department of Health's Trauma 

Program. 


A fixed per diem payment method is used in conjunction with 

the Acute PM&R and LTAC programs. 
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Contract hospitals participating in the federally waivered 

Medicaid Selective Contracting Program are paid for services 

based on their contract bid price and/or an RCC method. 

Hospitals not located in contract areas and hospitals exempt

from selective contracting are reimbursed
on a cost-based DRG 

rate and/or an RCC method, or fixed per diem method. 


Non-contract hospitals in selective contracting program areas 

provide emergency (including maternity) services, and other 

DRGexemptservicessuchasAIDSrelatedcare.These 

hospitals are reimbursed on a cost-based DRG rate and/or

under the RCC method. 


CertainhospitalsandservicesareexemptfromtheDRG 

payment methods, and are reimbursed under the RCC Or fixed 

per diempayment method. 


The following plan specifies the methods and standards used 

to set these payment rates, including: definitions; general

reimbursement policies; methods for establishing cost-based 

DRG rates; methods for establishing RCC payment rates; upper 

paymentlimits;andadministrativepolicies on provider

appeal procedures, uniform cost reporting requirements, audit 

requirements, public notification requirements. 


B. DEFINITIONS 


The terms used in this plan are intended to have their usual 

meaningsunlessspecificallydefined inthissectionor 

otherwise in the plan. 


1. Accommodation and Ancillary Costs 


Accommodation costs: the expense of providing such services 

asregularroom,specialcareroom,dietaryandnursing

services,medicalandsurgicalsupplies,medicalsocial 

services, psychiatric social services, and the use of certain 

equipment and facilities for which a separate charge is not 

customarily made. 
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Ancillary costs: the expense of providing such services as 

laboratory, drugs, room
radiology, delivery (including

maternity labor room), operating room (including anesthesia 

and postoperative recovery rooms). Ancillary services may

also include other special items and services. 


2. Case-Mix Index(CMI) 


Case-mix index means a measure of the costliness of cases 

treated by a hospital relative to the cost of the average of 

all Medicaid hospital cases, usingDRG weights as a measure 

of relative cost. 


3. DSHS 


DSHS means the Department Social and Health Services. DSHS
of 

state Medicaid agency.
is the State of Washington's 


4. Diagnosis Related Groups (DRGs) 


DRGmeansthepatientclassificationsystemoriginally

developed for the federal Medicare program which classifies 

patients
groups International
intobased on the 

ClassificationofDiseases,thepresenceofasurgical

procedure, patient age, presence or absence of significant

comorbidities or complications, and other relevant criteria. 

The DRGs categorize patients into clinically coherent and 

homogenousgroupswithrespecttoresourceuse. The 

Washington State Medicaid program currently uses The All 

Patient Grouper and has established relative weights for 

400 valid DRGs for its DRG payment system. There are an 

additional 168 DRGs that are not used and another 241 DRGs 

with no weights assigned. Of the 241 DRGs with no weights, 

two are used in identifying ungroupable claims under DRG 469 

and 470. The remainder of the 241 DRGs are exempt from the 

DRG payment method. The All Patient Grouper, Version 14.1 

has a total of809 DRGs. 
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5. EmergencyServices 


Emergency services means services provided for care required

after the sudden onset of a medical condition manifesting

itself by acute symptoms of sufficient severity (including 

severe pain) that the absence of immediate medical attention 

couldreasonablybeexpectedtoresultin:placingthe 

client's health in serious jeopardy; serious impairment to 

bodily functions; or serious dysfunction of any bodily organ 

part. maternity are as
or Inpatient services treated 


emergency services. 


6. HCFA 


HCFA means the Department of Health and Human Services former 

HealthCareFinancingAdministration(HCFA) , renamedthe 

Center for Medicare and Medicaid Services (CMS) in 2001. 

CMS, formerly named HCFA, is the federal agency responsible

for administering the Medicaid program. 


7. Hospital 


Hospital means a treatment facility which is licensed asan 

acute care hospital in accordance with applicable State laws 

and regulations, and which is certified under Title XVIII
of 

the federal Social Security Act. 


8. InpatientServices 


Inpatient services means all services provided directly or 

indirectly by the hospital subsequent to admission and prior 

todischargeof an inpatient,andincludes,butisnot 

limited to, the following services: bed and board; medical, 

nursing, surgical, pharmacy and dietary services; maternity


psychiatric all and
services; services;
diagnostic

therapeutic services required by the patient; the technical 

and/or professional components of certain services; use of 

hospital facilities, medical social services furnished by the 

hospital, and such drugs, supplies, appliances and equipment

requiredpatient; services
as the transportation

subsequent to admission and prior to discharge;
and, services 

provided by the hospital within
24 hours of theclient's 

admission as an inpatient. 
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9. Long Term Acute Care 


Long Term Acute Care (LTAC) means prior authorized inpatient

provided or by
services directlyindirectlya
State 


designated Long Term Acute Care hospital. LTAC services are 

authorized, subsequent to patient admission, but after the 

treatment costs in a DRG paid case have exceeded high-cost

outlier status. At the point that determination is made the 

mode of care and reimbursement, if authorized by DSHS may

switch to LTAC under a fixed per diem rate. This is not
sub­

acute care, rather this is intensive acute inpatient care 

provided to patients that would otherwise remain in intensive 

care or a similar level of care in or out of a hospital Is 

intensive care unit. 


based
The fixed per diem rate was on an evaluation of patient

claims costs for this type of patient and is updated annually

through an inflation adjustment. 


The LTAC services include, but are not limited, to: bed and 

board; services related to medical, nursing, surgical, and 

dietary IV therapy, and
needs;infusion prescription

nonprescriptiondrugs,and/orpharmaceuticalservicesand 

total parenteral nutrition (TPN) therapy, up to two hundred 

dollarsperdayinallowedcharges;andmedicalsocial 

services furnished by the hospital. 


IO. MI/GAU 


MI/GAU, as used in Paragraph F.2 and F.3 below, means the 

DSHSLimitedCasualtyProgram-MedicallyIndigent(MI) or 

General Assistance Unemployable (GAU) services. 


11. RCC 


RCC means a hospitalcost to 
charges ratio calculated using

annual HCFA 2552 Medicare Cost Report data provided by the 

hospital. The RCC, not to exceed 100 percent, is calculated 

by dividing adjusted operating expense by adjusted patient 

revenues. The basic payment is established by multiplying

the hospital's assigned RCC ratio (not to exceed
100 percent) 

by the allowed charges for medically necessary services. 
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12. Operating, Medical Education and Capital Costs 


Costs are the Medicare-approved costs as reported
on the HCFA 

2552 and are divided into three components: 


Operatingcostsincludeallexpensesexceptcapitaland 

medical education incurred in providing accommodation and 

ancillary services;and, 


Medicaleducation costsaretheexpenses ofaformally 

organized graduatemedical education program;
and, 


Capital-relatedcostsinclude:netadjusteddepreciation 

expenses,leaseandrentalsfortheuseofdepreciable 

assets, the costs for betterment and improvements, cost of 

minor equipment, insurance expenses on depreciable assets, 


expense capital-related of
interest and costsrelated 

organizations that provide services to the hospital. Capital 

costs due solely to changes in ownership of the provider's

capital assets on or after July 18, 1984, are deleted from 

the capital component. 


13. Uninsured Indigent Patient 


Means an individual who receives hospital inpatient and/or

outpatient services and the cost of delivered services is not 

met because he/she has or insufficient health insurance
or 

other resources to cover the cost. The cost of services for 


indigent is through
uninsured patientsidentified the 

hospital's charity and bad debt reporting system. Charity 

care and bad debt, is defined by the Department of Health 

throughhospital reporting WAC
its cost regulations

246-453-010, (4) PERSONS" to
"INDIGENT (Supplement

Attachment 4.19-A,Part I, Pages 1 through 10) and RCW 70.170 

"HEALTH DATA AND CHARITY CARE" (Supplement 2 to Attachment 

4.19-A,Part I, Pages 1 through ll), means those patients who 

have exhausted any third-party sources, including Medicare 

and Medicaid, and whose income is equal to or below 200 

percent of the federal poverty standards, adjusted for family

size or is otherwise not sufficient to enable them to
forpay

thecare or topay deductibles orcoinsuranceamounts 

required by a third-party payor; (5) "Charity care" means 

appropriatehospital-basedmedicalservicesprovidedto 

indigent persons, as defined in this section. 
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